The paper uses the latest 2011 round of the Business Environment and Enterprise Performance Survey for the Russian Federation, which for the first time was designed to be representative of Russian regions. The paper takes a closer look at regional-level factors influencing the business environment in Russia and, more specifically, conditions that favor the emergence of symbiotic relations between regional authorities and regional businesses. Considering the argued significance of informal rules, norms, and agreements for the regional-level business environment in Russia, the paper uses proxy variables such as tenure and origin of regional governors to identify how these rules are being institutionalized. The findings reveal that, at least in case of Russia, juxtaposing the state and business actors as separate and opposed to each other may overstate the distinction between these two groups of actors and understate the fact that many localities in Russia have witnessed the emergence of mutually beneficial state-business arrangements. Defining whether these arrangements are beneficial or harmful to regional development is beyond the scope of this exploratory paper.
Introduction
Treating Russian regions 1 as a natural laboratory for studying state-business relations is beneficial both analytically and from a policy-making perspective. Analytically, it allows us to hold many variables constant (i.e. historical legacies, national institutions and policies), avoiding problems associated with cross-country research. The recent proliferation of subnational level research in political science and economics is one of the indications of these advantages (Tsai and Ziblatt 2010) . From a policy-making perspective, it is important to investigate regional-level variation because regional governments and institutions have an impact on the business climate in Russia. Other scholars have argued based on their research findings that efforts to level the economic playing field in Russia should focus on regional level government (Frye 2002 , Stoner-Weiss 2002 . Some analysts have explored the role of regional level political institutions for regional economic growth (Libman 2010) , firms' entry and exit (Bruno et al. 2013) , and firm behavior with regard to limiting government predation (Pyle 2009 ). Others have pointed to the existence of special relations between firms and regional governments that are consequential for firm-level decision-making as well as for the regional-level business environment (Yakovlev 2011 (Yakovlev , 2006 Slinko, Yakovlev, Zhuravskaya 2005; Frye 2002 ). Contributing to this literature, this study highlights the importance of regional-level political factors for the regional business environment in Russia and, specifically, factors linked to the role of the regional governor.
Various studies have shown that the business environment and state-business interaction in Russia's regions vary considerably (Kisunko & Knack 2013; Plekhanov & Isakova 2011; Yakovlev 2006; CEFIR 2006) . The results of the most recent 2011 Business Environment and Enterprise Performance Survey (BEEPS) conducted jointly by the EBRD and the World Bank once again highlight the regional diversity in business climate: regional location was found to be significantly correlated with firms' perceptions of administrative burden, corruption, and state capture indicators. Further complicating the picture is the fact that regions that rank high on some business climate indicators rank low on others. Thus, a region that is low on perceptions of administrative corruption might at the same time be burdened with heightened perceptions of state capture, or a region where firms complain about regulatory obstacles might do really well on incidents of corruption in interactions between business and the state.
While it is evident that firms' geographical location matters and that regional variation in business environment might potentially be an important factor for explaining differences in firms' entry, growth and productivity and, consequently, regional economic development and prosperity, the question of why regions matter has not been yet answered convincingly. Plekhanov and Isakova (2011) used 2008-09 BEEPS data to study regional differences in the business environment in Russia but due to data constraints, they could not reach far in their analysis of the institutional determinants of regional variation in the business environment. Kisunko and Knack (2013) conducted an exploratory analysis using the more recent BEEPS data (that is regionally representative as opposed to previous similar surveys) and pointed out the potential importance of regional level policy and institutional differences. According to their analysis, regional dummy variables account for 12% of the variation in 'time tax' (average reported senior management's time spent on dealing with government regulations) and 20% of the variation in firms' perceptions of 'state capture' (Kisunko and Knack 2013, 23) . Their focus however was on regional and national trends in the business environment rather than on factors associated with regional differentiation. This study instead posits regional differences in the business climate as the central issue to be explored and builds on the rich literature dealing with the institutional determinants of state-business relations in Russia.
A number of scholars focused on the role of formal institutions and, specifically, business associations in providing firms with lobbying services and collective action opportunities that became especially important in the new environment of a more consolidated bureaucratic state machine in the 2000s (Duvanova 2011; Pyle 2009; Markus 2007; Yakovlev 2006; Frye 2002) . More recently, scholars exploring state-business relations in Russia's evolving institutional landscape emphasized the importance of both formal and informal institutions on the regional level (Rochlitz 2013; Bruno et al. 2013; Frye, Yakovlev, Yasin 2009 ). Indeed, the role of informal institutions, personal ties and informal elite networks has been shown to be crucially important for the operation of post-Soviet Russia, 3 both on the national and regional level (Ledeneva 2013 (Ledeneva , 2006 Sharafutdinova 2011) . This study therefore aims particularly at analyzing the effect of informal institutions on varying patterns of state-business relations in the regions.
The sphere of informal institutions generally represents an underexplored realm in the studies of state-business relations in Russia and other countries. This is understandable given the difficulty of studying these institutions systematically. Only small-N 2 , in-depth ethnographic studies are usually able to capture the variety of particular rules, norms and agreements that structure social relationships, including the interactions among state and business actors. Still, their significance in state-business relations is critical. The prevailing informal rules and agreements explain not only how these relations actually function; their understanding is crucially important for designing realistic pro-growth policies. At a minimum, informal norms and agreements constitute the broader institutional environment that can constrain and/or enable policy implementation. At the maximum, informal norms could even serve as substitutes for weak or non-existing formal institutions. Thus, criticizing the general scholarly obsession with the lack of rule of law in Russia, Allina-Pissano (2009, 187) argued that property rights in Russia could often be secured selectively through informal mechanisms rather than through institutional channels intended for securing property rights. These mechanisms depend on "social networks, knowledge of the informal rules, and skill in deploying these rules" (Ibid, 187).
The economics literature had also moved in the direction of recognizing the importance of second-best institutions (Rodrick 2008) . Avinash Dixit, then president of the American Economic Association, suggested that, "no institution or system will prove perfect or ideal-the economist's first-best-under all circumstances. Everything is "second-best" at best, subject to numerous constraints of information, incentives, commitment, and rules of the political game" (Dixit 2009, 8) . Based on that, Dixit further argued that any policy recommendations coming from international organizations, western governments or academic circles should be based on a good understanding of "the structure and properties of the existing institutional equilibrium" (Ibid, 21) . For the students of Russia's state-business relations, this suggests that scholars need to work on identifying the existing and changing parameters of the present institutional equilibrium and attempt to get at the underexplored informal rules of the game that make a difference for regional economic activity.
In the spirit of the aforementioned challenge, this study takes a closer look at regional-level factors that influence the business environment in Russia, trying to get at, more specifically, conditions that favor the emergence of symbiotic relations between regional authorities and regional businesses. Informal governance mechanisms -rules, norms and agreements -are important even in advanced industrialized countries (Dixit 2009 ). In developing countries, they may however dominate all other institutions as the primary means of governance (Bardhan 2005) . Russia's institutional context is much closer to that of developing countries in this regard. Personal ties, networking, social capital, and shared knowledge constitute a critical aspect of the existing institutional equilibrium along with a variety of informal rules, norms and agreements that structure social, political and economic interactions in Russia's regions. 3 Given such realities, it seems plausible to suggest that Russia's localities differ on the degree to which such informal governance mechanisms -rules, norms, and inter-elite agreements -have emerged and stabilized. Some regions have experienced stabilization of such rules and agreements, while others have been going through a continuous process of their contestation and re-building.
The presence of relatively stable exchange arrangements between businesses and regional government that reflect the development and stabilization of such informal rules and agreements is likely to be valued by business actors because they provide predictability and stability. This appreciation will only hold for those actors though who are part of these arrangements and part of this institutional equilibrium. Being an insider to such equilibrium would mean that a firm would have knowledge of the rules, the social capital and necessary personal connections to pursue its interests. Such equilibrium that might involve the government extend a 'helping hand' to businesses in exchange for services and resources contributed back, might, however, also involve restricting entry for outsiders and reducing market competition at the regional level. Thus, it seems plausible to suggest that 3 Such exchange-based relations are usually studied using concepts of 'patronage' or 'cronyism.' 5 such arrangements might be welfare-increasing in the short-to-medium term (Evans 1995) ; however, their beneficial aspect may be dependent on the extent to which political actors are willing to control the degree of corruption in the system and promote efficiency and competitiveness, even if for selected firms. This paper only analyzes how business environment is related to the existence of such informal governance mechanisms.
Determining whether these mechanisms are beneficial for economic growth and regional economic development is beyond the scope of this paper and is a matter for further empirical investigation.
Getting to Regional Level Informal Governance Mechanisms
Considering the argued significance of informal rules, norms and agreements for regional level business environment in Russia and the enormity of the challenge associated with identifying their regional constellations and making comparisons among Russia's 85 regions, this study seeks to identify these institutions using proxy variables. Although it is too burdensome and therefore prohibitively costly to study the presence of informal agreements and rules of interaction in each region, 4 it is possible to identify different factors and conditions characterizing Russian regional institutional environments that are likely to be associated with an increased probability of the emergence and stabilization of the aforementioned informal rules, norms and collaborative arrangements between regional government and business actors. In the Russian political context characterized by an overwhelming dominance of the executive branch of power both on the national and regional levels and prevailing practices of exercising political authority through selective transfers of resources, 5 a place to start the analysis of regional-level informal rules and agreements is the institution of the governor and his team.
Administrative Continuity
Governors -or regional chief executives -represent the ultimate authority in their regions, and usually play a role of ultimate arbiters in the region's politics and economics. Given 4 Usually, this challenge is met through small-N studies of crony networks in specific countries or regions (Chekir & Diwan 2013; Rijkers et al. 2013; Sharafutdinova 2011) . 5 On patronage and clientelism in Russia, see, for example, the recent issue of Demokratizatsiya (Fall 2013). Henry Hale's concept of 'patronal presidentialism' captures these practices at the very top of the national power pyramid (Hale 2005). 6 that many regions of Russia are larger in size than entire nation-states, 6 regional chiefs never govern alone, and have to develop and rely on their teams to get things done. This regional chief along with his or her team (frequently referred to by Russian experts as regional'naya vlast' or administratsiya) is arguably the key regional actor with the potential to make a difference in the business climate in Russia's regions. A recent regional rating of Russian regions by the Russian Information Agency (RIA), for example, highlighted the role of regional authorities in regional development. 7 One of the key indicators of political skills and managerial qualities is the length of gubernatorial stay in office. Since each governor develops an administrative team of his own and relies on it, usually without major changes, a governor's longevity in office is also a precondition for the administrative continuity in the region, which is, in turn, necessary for creating stable linkages between the regional government and regional businesses. Russian regional analysts have always highlighted the role of regional 'heavyweights' -those governors that have stayed in their positions for many years. 8 However, it seems plausible to suggest that the time factor itself allows for the consolidation of informal rules and agreements as well as for a more predictable application of formal rules, creating a more stable institutional environment and allowing for greater influence of these leaders. Administrative continuity is one of the crucial preconditions for striking informal agreements and maintaining them over time, thus allowing regional businesses a greater degree of stability and predictability. 9 Therefore, the first hypothesis in this study is that the probability of the emergence of stable informal rules and agreements and mutually beneficial inter-elite arrangements is higher in regions with longer serving governors.
It is also plausible to suggest that informal institutionalization might be associated with more bribes and greater corruption as well as higher degree of 'state capture,' normally considered a negative factor for the business environment. Therefore, the effect of 6 The largest Sakha republic is five times the size of France, for example, in territory. 7 http://ria.ru/economy/20130619/944444129.html 8 Yuri Luzhkov, Mintimer Shaimiev, Murtaza Rakhimov, Eduard Rossel, Egor Stroev, and Viktor Ishaev were formerly among such regional heavyweights, for example. 9 It is also true those governors who are in power for longer are more likely to have gone through both the electoral and appointment based mechanisms of gubernatorial selection, indicating once again a higher likelihood of political skills than those governors that have only gone through appointment mechanism. 7 administrative continuity associated with gubernatorial tenure in office on business climate -actual and perceived -is a matter for empirical testing in this study.
Regional Authorities' Local Roots
There is another factor associated with the figure of the regional governor that might be important as a precondition for the consolidation and stabilization of regional-level informal networks and rules -a governor's local roots, i.e. the degree to which she or he is a regional insider, a local politician who made his or her career within the region; or an outsider brought into the region by the Kremlin. This issue emerged in 2005, when the gubernatorial selection mechanism changed from election-based to appointment-based and the Kremlin, faced with problems of availability of acceptable local cadre or other political issues, made decisions to appoint 'varyags' -the commonly used nickname for the governors whose roots lie outside the region, or "governors-outsiders". Since regionallevel informal networks and arrangements are, by definition, local, governors-outsiders lack social and political capital in the region, are not familiar with local 'heavyweights' and brokers, lack local knowledge that might be helpful in inter-elite interaction, and therefore are at a disadvantage when compared to regional insiders. Even further, governorsoutsiders tend to bring in other outsiders; the key members of their teams are usually individuals that come along with them, thus causing greater anxiety and uncertainty among the local elites.
Russian regional analysts have developed a widely shared consensus that governorsvaryags were frequently ineffective because they lacked the necessary knowledge, connections and support base in the region. 10 There are very few exceptions from this rule.
The second hypothesis, therefore, is that the consolidation and stabilization of informal rules, networks and agreements is more likely in regions with local governors than in regions with governors-outsiders. 10 For an illuminating case-study of Samara oblast, see Chirikova 2011.
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Of course, after a while, outsiders might become insiders, and, given time, political skill, will and favorable conditions, governors who initially lacked local knowledge and local social and political capital might with time gain these resources. Therefore, it appears plausible to suggest that if outsider governors persevere through the initial difficulties and forge working relationships with regional elites, the disadvantages they faced initially will dissipate with time.
Operationalization and Data
The analysis of the quality of state-business relations in Russian regions in this study relies on the conceptualization of state-business relations used in the Business Environment and Enterprise Performance Survey (BEEPS) implemented by the World Bank and the EBRD.
The latest 2011 round of BEEPS for the Russian Federation was for the first time designed to be representative of Russian regions and provides the most systematic instrument available today for measuring regional variation in state-business relations in Russia in the last few years. The survey combines perception and experience-based questions designed to explore patterns of interaction between firms and state actors across a variety of spheres. Respondents -senior managers -were asked, among other things, to assess the importance to their firms' operation of 16 governance and administrative obstacles such as political instability, corruption, access to land and finance, labor regulations, etc. The survey questions were conceptualized to also serve as measures of administrative corruption and state capture across Russian regions. A total of 4220 firms were surveyed across 37 regions with approximately 120 firms per region. 11
The explanatory variables of main interest, as discussed above, comprise two proxy indicators for the likely consolidation of regional-level informal rules and inter-elite arrangements.
Administrative continuity is constructed by calculating the number of months a governor was in office in a region as of January 1, 2011, and used as a first proxy for the presence of regionally shared informal rules and agreements in Russia. Firms value political stability, and there is a higher chance that the longer serving governors with their longer serving teams had been able to establish a system of rules and agreements amounting to a working administrative system (sistema upravleniya) that can provide businesses with a more predictable operating environment. In regression specifications described below this variable was converted into a logarithm to allow for elasticity interpretation.
In order to control for non-linear impact of administrative continuity (i.e. relationships that sometimes are driven by the regions with very short-or very long-serving governors), four tenure dummy variables were created based on quartile distributions (see Table A3 in the appendix).
A Regional Authorities' Local Roots dummy variable assigns 1 to regions run by
governors who are regional insiders and 0 to outsiders and is another proxy used in this study to capture the likelihood of consolidated and regionally-shared informal rules and agreements between regional government and businesses. As discussed above, in the Russian context it matters a lot whether a governor is a local and has developed his career inside a region or an outsider brought to the region through the appointment mechanism.
Governors with preexisting ties to and in the region would have had a greater opportunity to be part of and forge further inter-elite exchange relationships, while the outsiders can develop such relations only provided time and political skills.
Additionally, an origin longevity variable was constructed based on the interaction term between variables of governor origin and tenure by multiplying these two variables. There are grounds to suspect that the impact, hypothesized above, of governor origin might be mitigated by the time a governor-outsider spends in office. It seems plausible to expect, for example, that given time and skills, some outsiders might be able to develop effective informal rules and coalitions with business actors in their regions making them more comparable with insiders (i.e. the insider-outsider gap might lessen with tenure). Hence, the difference between insider and outsider governors might lessen with time.
Summary descriptive statistics for the two key variables are available in Table A1 and correlation matrix in Table A2 in the appendix.
Limitations of the data used in this study are mostly related to data characteristics and operationalization issues. Perhaps the most important data limitation is the selection bias engrained in the survey. The survey can only be conducted with those firms that have survived in Russia's challenging institutional environment. This means that the composition of firms surveyed in 2011 is likely to be qualitatively different from firms surveyed in all previous surveys and especially from those surveyed in the 1990s. In short, there is a 'success' bias in the data and BEEPS does not provide any information on firms that have exited the regional economy or have gone informal.
Moreover, given the complexities of doing business in Russia, no survey, even as comprehensive as BEEPS, can capture all factors that could be perceived as obstacles as well as factors that may be necessary for success when doing business in various Russian regions; a number of the BEEPS questions might have been perceived as too sensitive by top managers, presumably concerned with potential political fallout; therefore, there are grounds to question the accuracy of specific responses. 12 Finally, the two variables that have been conceptualized in this study as proxies for informal institutionalization might not be the most accurate measures of actual informal institutionalization and might also stand for a number of other things. Governor tenure, in particular, is likely to capture political skills of the governor as well as more established relationships in the federal center and, therefore, potentially greater lobbying capacities (all of which will produce better outcomes for regional businesses).
Methodology
The underlying econometric model with latent variables is characterized in this study as * = ′ + , where y* is the exact but unobserved dependent variable (in BEEPS case e.g., respondents' exact level of dissatisfaction with various obstacles related to business environment);
x is the vector of independent variables, and β is the vector of regression coefficients which we wish to estimate.
This study employs three different econometric methods for analyzing limited dependent variable (DV) data. The continuous limited DVs, such as number of days to obtain an operating license or the size of informal payments as the percentage of annual sales were estimated using the Heckman selection model that allows for correcting the sample selection bias introduced by responses such as 'don't know' or 'refuse to answer'. In the first stage of Heckman' s two-stage correction, a logit model was employed to obtain the predicted values for the 'don't know' and refusal answers. An instrumental variable used in the first stage was the quality of firms' book keeping records (as reported by the interviewers). It is negatively correlated with 'don't know' answers and assumed not correlated with the unobserved endogenous latent variable (e.g., the respondents' sensitivity to questions due to their political connections). In the second stage we estimated the relationship between X and Y with the least squares method, using a predicted selection variable as an exogenous covariate. The binary limited DVs such as 'did you apply for a government contract' (yes/no answers) were estimated by the logit model.
The ranked limited DVs were estimated using an ordered logit model that allowed for analyzing non-uniform intervals in observed outcomes.
In all three methods, robust standard errors allowing for clustered correlations by region, industry and size were estimated. There are three model specifications: (1) including a dummy variable for measuring governor origin (1 for insiders and 0 for outsiders) and a measure of the governor tenure;
(2) including governor tenure, origin, and interaction variables between tenure and origin;
and (3) including dummies for governor tenure (based on quartile distribution), and governor origin variable.
Same control variables are used in each of the model specifications. They include firm age, size, sector, ownership, gross regional product (GRP) composition (construction, retail, and extractive sectors as % of GRP); log of regional GRP; population density; and regional shares of state-owned and privately owned enterprises.
Results
a. Greater administrative continuity not only provides for greater institutional stability, but also for more corruption Administrative continuity plays a significant role in shaping firms' perceptions of the business environment in Russia. The results of the analysis demonstrate that longer governor tenure is associated with the amelioration of firms' perceptions of most obstacles to business operation measured by BEEPS. Specifically, on access to land, customs and trade regulations, crime/theft/disorder, tax administration, business licensing and permits, courts, and labor regulations, firms in regions with longer serving governors express less concern than in regions where governors have shorter tenure (see Tables 1, 2, 3, 4, 5, 6,  and 7 in the appendix). On such obstacles as access to finance, corruption, informal competition and lack of skilled and educated workers, the direction of relationship remains negative, although not statistically significant (see Table 1 ). Only on one obstacle -tax rates -the analysis produces a statistically significant positive impact of long tenure. This exception appears to be an exception that proves the rule. Tax rates are the most generic concern for all the businesses around the world and they can arguably dominate in the situations when other concerns -especially those related to state officials -are relatively insignificant.
Additionally, administrative continuity is associated with a number of other positive outcomes and attitudes expressed by respondents. Firms in regions with longer serving governors report less impact from state capture (private payments and other illicit benefits to government officials and parliamentarians in order to affect content of decree and/or voting) and lesser frequency of informal payments to get things done and to deal with customs, courts and tax collection (see Tables 8-14 in the appendix). At the same time, however, the results are not straightforward and reveal some interesting discrepancies between firms' perceptions and their reported experiences of interactions with state 13 authorities. 13 Longer governor tenure is also associated with more informal payments needed to obtain construction permits and with a larger percentage of annual sales paid as informal payments (Tables 15 and 16 in the appendix). The effect of tenure on informal payments is not only statistically significant but is also quite substantial in size. Thus, a 100 percent increase in governor tenure (i.e., if tenure doubles) produces a .22 percentage points increase in the reported share of sales paid as informal payments to various authorities to 'get things done' (see Table 16 in the appendix). 14 There are some additional indicators that the amount of corruption grows with administrative continuity. BEEPS obtained firms' responses to a series of vignettes describing a corruption situation in an imaginary town/village with one town featuring a no bribes case and four other towns featuring different combinations of corruption-efficiency scale. On all but the 'free-ofbribery' case, longer governor tenure is associated with firms' greater perceptions of corruption as an obstacle (see Tables 17-21 in the appendix). Given such substantial differences, it is surprising that firms in regions with longer-serving governors actually tend to choose corruption as their number one obstacle less often (see Table 2 ).
Table 1: Impact of Regional Political Factors on Firms' Perceptions of Obstacles

Obstacles
Tenure Insider Origin
Origin Longevity Effect of origin at short tenure Effect of origin at long tenure Access to land *** *** *** *** Access to finance Also negative is the effect of administrative continuity and governor tenure on firms' perceptions of courts. Although courts are viewed as lesser of an obstacle in regions with longer serving governors, firms tend to have a lower opinion of their courts, i.e. disagreeing more with statements about courts being fair, quick and non-corrupt (see Tables 22 and 23 in the appendix). It appears that informal institutionalization might be also associated with some deterioration of formal institutions (e.g.. courts) or, once again, firms' view of courts might be associated with their understanding of the growing corruption in the region.
Additional tests using tenure dummies confirmed that, controlling for other factors, the impact of administrative continuity is not always linear and the relationships are sometimes driven by the regions with very short-or very long-serving governors and sometimes even change twice going from short tenure, to medium and then long tenure. 15 15 The four tenure dummies were created based on quartile distributions. See Table A3 in the appendix.
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Thus, the firms' responses on corruption as an obstacle are revealing. Firms in regions with governors who have served less than one year complain about corruption significantly more than firms in regions with the longest serving governors, and tend to also choose corruption as the number one obstacle significantly more often (see Tables 24 and 34 in the appendix). However, in regions of the second tenure quartile (governor tenure between 1-3 years), firms complain about corruption significantly less than firms in the regions with longest serving governors. Firms of the third tenure quartile (governor tenure 3-10 years) do not display significant differences in their corruption assessments with firms of the second quartile (see Table 24 in the appendix). It is plausible to suggest that complaints about corruption among firms of the first quartile are related more to the political uncertainty and the changing rules of the game introduced by new governors. At the same time, growing complaints with corruption with increasing tenure are likely to be associated with the actual informal institutionalization, and the degree to which bribes, gifts and informal payments become expected and taken for granted.
Indeed, the reported percentage of annual sales paid as informal bribes is significantly lower for firms of the first tenure quartile; similarly, reported propensity to bribe at tax meetings is significantly lower for firms of the second quartile (see Tables 16 and 25 in the appendix), all indicating that actual corruption levels are lower at shorter tenure though complaints about corruption (and thereby state officials) are much higher in regions that have undergone political discontinuity in the previous year. Firms of the first quartile emerge as the most discontented group on many indicators: customs and trade, access to land, access to finance, informal competition, crime/theft/disorder, tax administration, business licensing, paying bribes to get things done, state capture and even courts (which they display a higher opinion for in other court-related questions, see Tables 22, 23 and 26 in the appendix).
In regions with the longest serving governors, firms tend to complain significantly less about access to land, informal competition and state capture revealing, arguably, a more stable institutional environment with predictable rules of the game and the selection process that firms would have undergone by then with only those firms surviving or entering into operation that have reliable links to the government and administrative resources (see Tables 8-10 in the appendix).
Despite lesser complaints on access to land and state capture, these are not generally the 'happiest' firms in Russia because the amounts of corruption seem to be increasing in regions where the governors serve the longest (see Table 16 in the appendix). Access to finance also becomes more problematic for firms of the fourth quartile in tenure even though it appears to be compensated to a certain extent by larger subsidies received from the government (see Tables 27 and 28 in the appendix). The most content firms in the regions are apparently those of the second quartile in tenure: their perceptions of corruption and the need for informal payments to get things done, tax rates and tax administration, political instability, courts and uneducated workforce as obstacles are significantly lower than in regions where governors serve the longest (see Tables 29, 4, 30, 24, 6 , and 31 in the appendix).
When considered along the results describing firms' perceptions in regions with the least serving governors, these results seem to indicate both that businesses do not like political change and changing gubernatorial teams; and on many issues they reveal their dislike of the administrative impunity associated with the longest-serving governors. In short, the results of this analysis reveal that administrative continuity plays a significant role in shaping the business environment in Russia's regions and its impact is not linear. The discussion section will provide further interpretation of these results.
b. Governor Origin -Rejection of Varyags
The governor origin variable highlighted the numerous benefits associated with governorsinsiders, as perceived by firms. Thus, access to land, access to finance, corruption and informal competition are seen as less of an obstacle in regions with insider-governors than in regions with governors-outsiders (see Table 1 ). The same relationship holds for crime/theft/disorder, tax administration, business licensing, labor regulations, courts and inadequately educated workforce as obstacles (Ibid). State capture is also perceived to be less of an issue in regions with governors-insiders as firms report less impact from private payments to parliamentarians and regional officials in these regions (see Tables 8-10 in the appendix) . Similarly, firms in regions with insider governors tend to admit less the necessity of informal payments 'to get things done' in general and in dealing with customs, courts and the tax authorities, in particular (see Tables 11-14 in the appendix). They also report less bribes paid at tax meetings (by 2.5% across different model specifications, see Table 25 in the appendix), and less bribes needed to get an operating license (by about 5%, see Table 32 in the appendix).
At the same time, the actual weight of informal payments as a percentage of annual sales is significantly higher in regions with insider governors (by .83 percentage points given the average of 1.06 %). As in the analysis of the effect of tenure, there seems to be a considerable divergence between the actual and the perceived state of affairs.
c. Tenure and Origin Interaction -Entrenchment of the Locals and Assimilation of Varyags
Besides the revealed significance of governor tenure and origin, the indicator of the interaction between these two variables also produced interesting results, adding further nuance to our understanding of how things work in Russia's regions. The interaction variable was used in the second model specification to test for the effect of origin with changing tenure.
The model reveals once again the advantages associated with insider-governors: on senior management time spent on regulation, the interaction variable is statistically significant and indicates that, while at short tenure the time spent on regulations is longer in regions with insider governors, at long tenure the direction of the impact reverses and firms in insider-governed regions report shorter time spent on regulation (see Table 33 in the appendix). The same relationship holds on the question of access to land as an obstacle, on perceptions of courts' being fair, impartial, quick, and able to enforce their decision and on political instability as an obstacle. In all these cases insiders' tenure has a more positive effect than that of outsiders' (see Tables 2, 22, 23, 26 , and 30 in the appendix). Even perceptions of tax rates as an obstacle go through a more positive transformation in insider-governed regions (see Table 29 in the appendix).
On business licensing and permits as well as on courts, the model reveals more positive trends for outsider-governed regions as firms there demonstrate greater improvement in their perceptions of business licensing and permits as obstacles to their operation (see Tables 5 and 6 in the appendix). The same dynamic is seen on the issue of informal payments frequency when dealing with courts, taxes and tax collection. The model shows that, although at both ends -short and long tenure -insider-governed regions produce better results (less frequency reported), the changing coefficients show that at long tenure, the responses get closer for both type of regions (see Tables 13 and 14 in the appendix).
Revealingly, on the issue of state capture, the analysis of the interaction term uncovers a worsening situation with time in insider-governed regions: while at short tenure insidergoverned regions, produce less state capture (as measured through firms' perceptions), at long tenure state capture is apparently greater in the insider-governed regions than it is in the outsider-governed (even if the magnitude of difference is much lower). This result holds across three different measures of state capture and provides an important correction to the findings of the other two models with regard to state capture.
Discussion
The results pertain to the importance of administrative continuity (when measured through the tenure of the regional chief executive), local roots of regional authorities (measured through the origin of the governor) and the changing dynamic of the effects of governor's origin depending on tenure.
Although these indicators have been conceptualized in this study as proxies for the degree of informal institutionalization, the findings arguably relate to formal rules as well.
The arbitrary application of formal rules in Russia is notorious. Therefore, besides informal norms and agreements that are frequently person-based, institutional stability is associated with predictable application of formal rules. In Russia's regional context administrative continuity provides not only for a greater opportunity to arrive at inter-elite agreements but to also establish an environment of more predictable formal rules. This study, therefore, highlights the importance of more stable and predictable institutional environment overall with more predictable formal and informal rules and their consistent application enhanced, as we argue, by administrative continuity and regional authorities' local embeddedness.
The analysis of the effect of tenure broken into quartiles brings two important findings:
firms display an unusually high degree of discontent associated with very short tenure (arguably reacting to the circumstances of a recent political shake-up) and a somewhat unexpected degree of content on some of the issues in regions where governors have served over ten years (arguably revealing the unhealthy symbiosis with regional authorities).
Consequently, perhaps the most striking finding in this analysis is the degree of insecurity and the level of complaints emerging from the regions that have undergone political discontinuity as expressed through gubernatorial change (firms from the regions of the first quartile in tenure, where governors have served under one year). This initial anxiety seems to go away quickly because in regions with governors serving between one and three years (second quartile), firms display higher confidence on many issues as discussed in the results section. When the governor's tenure reaches the 10-year mark (the fourth quartile), the most stable institutional environment could be expected to be in place.
The analysis confirms however that such stability comes with a price and a very long tenure means increasing corruption levels. While the perceptions of state capture and access to land as an obstacle are the lowest, firms in these regions report higher level of actual bribes (as percentages of annual sales paid as informal payments) and higher expectations of bribes paid to tax authorities. Firms' perceptions of corruption, though highest in regions of the first quartile, also heighten as gubernatorial tenure increases beyond three years (in the third and fourth quartiles).
The expectation of bribery might be significantly higher in the regions of the first quartile due to political change, uncertainty and a common expectation that corruption will be higher with the political 'newcomers' who have yet to 'enrich' themselves, purportedly, using their official positions.
While the significant difference between regions with governors serving three to ten and over ten years (the third and fourth quartiles) does not have a clear explanation, it could be suggested that such a difference might reflect an extreme symbiosis between the regional government and businesses and such a degree of habituation to corruption patterns that the firms in regions where governors are serving more than 10 years would be 'underreporting' the frequency of bribes in defense of themselves and the state authorities. In short, their existence as firms on the regional scene might be indicative of their access to and dependence on administrative resources, which they would want to defend and use against potential challengers. In such circumstances, close links between these firms and the government would work to exclude competitors from entering the market.
Alternatively, the actual bribery level might indeed be lower due to, once again, symbiotic relationships between the firms and the government officials and the lack of necessity for bribes, i.e. regional government officials could be working on behalf of these firms closely associated with them personally.
A more optimistic interpretation is also plausible: a somewhat greater content in regions of the fourth quartile in tenure might be associated with governors' extra-political skills and extra-political connections in the federal center that would presumably be translated into enhanced lobbying capacities. Firms that perceive their governors as good lobbyists working on behalf of the regional economy are likely to 'forgive' the institutionalized bribery and attach value to gubernatorial political skills and regional political stability.
The central finding of this study about the significance of administrative continuity for broader institutional environment and business climate is supported by a recent study of firm entry and exit in Russian regions. Bruno et al. (2013) have demonstrated that industries normally characterized by low entry barriers have lower entry rates in regions characterized by greater political discontinuity. This effect is especially pronounced for medium and large firms that are more likely to depend on access to administrative resources and personal links to government officials. The level of complaints associated with firms in regions of the first quartile, as discussed in our analysis, therefore should be taken seriously --the complaints are accompanied by falling new firms entry rates into the regional economy. 21
While the measure of administrative continuity pertains to both informal and formal rules, the significance of governor origin and the benefits of having a local governor highlight further the importance of personalized exchange relations and informal links possessed by locals but not by outsiders. The reality of larger bribes reported in regions with local governors combined with more favorable perceptions about corruption and lower perceptions of state capture (especially at short tenure) are also indicative of the likely selection and adaptation processes the regional firms have undergone under local governors.
It seems plausible to suggest that varyags, given their executive powers and the lack of local knowledge and local connections, threaten to dismantle whatever arrangements that have emerged in the regions and thus be a source of acute insecurity for local business actors. It might also indicate that the firms that have been pessimistic on corruption issues all along would expect higher corruption margins from the outsider governors just because they are an 'unknown evil' as compared to the 'known local evil.' In such circumstances, it is plausible to expect that firms' insecurities would be reflected in their unhappiness with the state of corruption, state capture, and more generally the operation of any state agency they interact with.
These findings overall reveal that the juxtaposing the state and business actors as separate and necessarily opposed to each other seem to overstate the distinction between these two groups of actors and understate the fact that many localities in Russia have witnessed the emergence of mutually beneficial state-business arrangements. The less flattering interpretation for these results is that, with time, the businesses that have succeeded in Russian regions are only those supported by the regional establishment in the first place 16 . 16 These interpretations highlighting the importance of informal governance mechanisms for the regional business environment and institutional stability overall are also supported by the analysis of the impact of regional openness (the degree to which a region is integrated into the national political and economic space) on business climate in the regions. The preliminary analysis is not included in this study due to a lack of reliable data on regional openness. It is based on expert ratings of regional openness in Russia developed by Nikolai Petrov and Alexei Titkov (Carnegie Foundation, Moscow, See Titkov 2013) and shows that firms complained considerably less in most closed regions. Arguably, it is in the most closed regions with long serving governors that the informal institutionalization is most advanced, institutional environment is most Worth noting again, this study has revealed a considerable gap between firms' actual experiences and their perceptions. Both types of data are invaluable for understanding state-business relations in Russia and the analysis based only on perceptions or only on actual numbers and estimates might result in inadequate assessments. Thus, in our analysis, if we only assessed business environment by looking at the actual amounts of informal payments, we might have reached different conclusions and missed out on the understanding of the regional business environment entirely. A comprehensive look at both real experience-based and perceptual-based data was necessary in this study to make sense of the variation in state-business relations in Russia's regions.
Concluding Remarks
Focused on firms in the existing, imperfect institutional environment in Russia, the findings reflect years of adaptation and selection that economic actors have undergone in the context of limited choices, high risks and a predatory state apparatus. Such an environment does not reward economic efficiency but promotes links to the state and encourages dependence on the state.
The central question that emerges is whether this institutional environment underpinning firms' operation is amenable to change in a wholesale fashion. If such comprehensive reforms are not conceivable in the short-term, whether for the lack of political will or the absence of a clear template for such reforms, a policy-maker might find it more useful to support economic development in the sub-optimal conditions of crony capitalism, in the hopes that such economic growth -if provisions are made for it to be equitable -might create new social conditions that would allow for the creation of a broadly-based political coalition promoting institutional changes. In such a scenario, it would be imperative to study more in-depth the particular economic success cases and try to discern the underpinnings of these successes. For example, getting access to federal funds in support stable and the selection process is most radical in terms of favoring particular businesses with good or even direct family connections to government officials. That such businesses tend to convey more optimism is likely due to the fact that they can rely on secure access to administrative resources and feel protection from the regional government. The envy of firms from neighboring, more open, regions reflects the perceived advantages accrued from systematic government protection.
of regional projects appears to be one of the means for bolstering regional governors' support and recognition from regional economic elites. An exploration of lobbying strategies of regional elites and other rationale behind intergovernmental transfers, especially the part of transfers that is more politically sensitive, might provide further clues to regional success cases.
The regional institutional environment is never defined only by informal but also formal rules and regulations. Therefore, another promising research direction is the assessment of regional bureaucratic capacity and rule-making and their effects on regional economic prospects and business environment. These factors might be especially important for small business development, an underdeveloped sector in Russia (Beazer and Duvanova 2014) . Additionally, it might be worthwhile to consider more 'piecemeal' reforms to some of the outstanding problems of the existing institutional order in Russia. As argued in this paper, the actual level of corruption increases with administrative continuity. Finding ways to reduce corruption levels while keeping the benefits of political stability might be a challenging task, but one that brings significant benefits to regions that managed to achieve it and therefore worthwhile of further exploration.
Among the more concrete lessons of this study is that firms in Russia have a big preference for local governors over governors-outsiders. Whether systematically lower perceptions about the need for informal payments and various other obstacles studied by the BEEPS reflect the reality or are a product of increased anxiety caused by outsiders who bring with them more economic and political competition is not entirely clear. Over time, in regions run by local governors the perception of state capture increases more; so it is plausible to suggest that the degree of corruption might actually remain the same or even increase in these regions. Therefore, on the issue of the strength of regional governing teams, leaders' political skills and credentials as well as their access to local networks appear as very important from the regional business perspective.
APPENDIX
Table A1: Descriptive Statistics for Key Explanatory Variables (BEEPS regions)
Notes: * -regional insiders are coded 1; regional outsiders are coded 0. 
Firm-level and Region-level control variables
Number of observations 3,420 3,420 3,420
Pseudo-R2 0.045 0.045 0.047 note: *** p<0.01, ** p<0.05, * p<0.1 18 Imagine there are 5 towns, and in each town pleas imagine some firm which is of similar size as yours. The firm needs to get some permit from the authorities. The situation with informal payments somewhat differs across the towns: 1. In town №1, it is not difficult to obtain the permit without giving a bribe, but an informal payment can facilitate or speed up obtaining the permit. Would you say that in this town, corruption is an obstacle to the current operations of the firm? If yes, to which degree? (vin1a) 2. In town №2, the bureaucrats never take bribes. It is possible to get the permit following the rules, but it takes quite a long time.
Would you say that in this town, the law-obedience of the bureaucrats is an obstacle to the current operations of the firm? (If yes, to which degree? No obstacle; Minor obstacle; Moderate obstacle; Major obstacle; Very severe obstacle; DK; Does not apply) (vin1b) 3. In town №3, it is very difficult to obtain permit without the informal payments. But even when you make a payment, the success is not guaranteed. Would you say that in this town, corruption is an obstacle to the current operations of the firm? (If yes, to which degree?) (vin1c) 4. In town №4, it is very difficult to obtain permit without the informal payments. But when you make a payment, the success is guaranteed. Would you say that in this town, corruption is an obstacle to the current operations of the firm? (If yes, to which degree?) (vin1d) 5. In town №5, the situation in general is the same as in town №4. Besides that, it is know that the upper-level bureaucracy of this town is involved in illegal activities. Would you say that in this town, corruption is an obstacle to the current operations of the firm? (If yes, to which degree?) (vin1e) Pseudo-R2 0.020 0.020 0.021 note: *** p<0.01, ** p<0.05, * p<0.1
